ORIGINAL

Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

AUg -
Ry 9%
[n the Matter of 3 %#gggf%'ﬁ‘wls&m
Federal-State Joint Board on ) C¢ Docket No. 96-45
Universal Service )
DOCKET £y ¢

FURTHER COMMENTS OF THE WESTERN ALLIANCE

Charles H. Kennedy

Morrison & Foerster, LLP
2000 Pennsylvania Ave.. N.'W.
Suite 5500

Washington, D.C. 20006
(202) 887-1500

August 2, 1996

No. of Copies rge Wy
ListABC D g e *L-JL

Western Alliance August 2. 1996



TABLE OF CONTENTS
SUIMMATY .....eeiiieeeiiirce ettt s e e beese e saeeesre e s sneeebaesbessatseranesons v
Response to Questions 1 and 2..........ccocoeviviniimiiiniici e 1
Response to QUESHION 6........co.cerveriiriiiiiiiiicrrec et 2
Response to QUESLION 7.........ccoriiiiiiieiieicrt ettt s 3
Response to QUEStION 14..........ouoiiiiiiir et e 3
Response to QUESHION 21........couiiiiiiiieieiieccire sttt seee e e 4
Response t0 QUESLION 22..........ocuiieieiiiiiieieiieie ettt et re e sre s saee e 4
Response to Questions 24 and 25.........ccoveriiriiriiiiniiceee e 4
Response t0 QUESLION 26..........ccvevieieiiireeeireeieree et ss et sae e anes 5
Response t0 QUESTION 27.........ccuiiiiiiieiriiceicieeee ettt s sre e 5
Response to QUESHION 28..........c..vieiiiiiiieiiiecti ettt ettt 5
Response t0 QUESHION 31........ccoooiiiiiieiiicicieceee ettt 6
Response to QUESHION 32.........ccooiiiiiriiiireice et 7
Response to QUESHON 33........cciiiiieiiiceiee ettt 8
Comments Concerning Proxy Models........c......ccccooiiiiieciiiniciieceee, 8
Response to QUESHION 34........c.ccuiiiviiiieiiieecce ettt 10
Response t0 QUESLION 35.......ccooiiiiieiiieiceeeetct ettt 11
Response t0 QUESHON 36.........c.oecviieriiirieieiiiieeie ettt sne st eae s 11
Response t0 QUESLION 37........couveiiiiiiiiiieeeeicecee ettt 11
Response to QUeStion 38...........ccoooveiiiiiiiice e 11
Response to QUestion 40...........cceoveriiiiiiieciiiiecc e 12

Western Alliance August 2, 1996 i1



Respone to QUestion 41...........cooiiiiiriiiiii e 12
Response t0 QUESHON 42............oiieiiiiiiicee et sva et eee e 12
Response to Questions 45 and 46...............coeeviiiiiiiiiiieic e 12
Response to QUestion 49.......ccooiiiiiiir e 13
Response 10 QUESHION S1......oiiiiiiieiieiieiccec et 13
Response to QUESTION 52.......cc.iiviiiiiieiiniiiecesceiee et s 14
Response t0 QUESHION 53... ..o 14
Response to QUeStion 54.............oveuieeiieiieiieeeceeee e cve e 14
Response to QUESLION S55......ccuiiiiiiiiiiiiccreeieeee e 14
Response to QUESHION 56..........ccoceeiiiiiieiieieeiccce et 15
Response to QUESHION 69............coviiiiiiiiiie et 15
Response to QUESHION 71......cco.iiioeiiiiiieiec et 16
Response to QUESHION 72......c..ccoviieiiiiiieiceeice ettt 17

Western Alliance August 2, 1996 11



SUMMARY

As the questions appended to the Julv 3 Notice show, the complexities of
implementing the universal service provisions of the 1996 Act' make it increasingly
apparent that a “one-size-fits-all” approach will be unmanageable and contrary to the
public interest. Notably. for larger carriers and the:r customers, proxy cost models may
prove workable and sufficient to achieve the congressional mandate of affordable service
for all Americans, both urban and rural. For small high-cost carriers serving remote and
insular areas, however. adoption of any of the prox+ models proposed so far will cause
hardship and will fail to achieve the intent of Congress If the Commission concludes
that proxy models will serve the public interest in ~ome areas and for some groups of
customers, therefore. the Commission should adop' proxy-based rules only for carriers
serving more than 50.000 access lines. This hifurcated approach will institute a new
universal service system for the overwhelming masority of local service subscribers,
while preserving the cost-based system that remains the most appropriate approach for

rural, insular and high-cost ratepayers.

' Telecommunications Act of 1996, Pub. [. 104-104. 110 Stat. 56 (“1996 Act”). to be
codified at 47 U.S.C. Secs 151 et seq.
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Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C 20554

In the Matter of i

Federal-State Joint Board on | CC Docket No. 96-45
Universal Service ,

FURTHER COMMENTS OF THE WESTERN ALLIANCE

The Western Alliance' submits the following. further comments in
response to the questions appended to the Public Notice . "Common Carrier
Bureau Seeks Further Comment on Specific Questions in Universal Service

Notice of Proposed Rulemaking," released July 3. '696.

Responses to Questions

Definitions [ssues

CIsit ropriate to assume that current rates for services included within the definition
of universal service are affordable, despite variations among companies and service

areas?

2. To what extent should non-rate factors, such as subscribership level, telephone

expenditures rcent fincome. cost of living. or local calling area be considered

in determining the affordability and reasonable comparability of rates?
Response to Questions 1 and 2. The rates ior the local. nontoll services that fit the

current definition of universal service are generallv perceived by ratepayers as affordable.

' The Western Alliance is a consortium of the Western Rural Telephone
Association and the Rocky Mountain Telecommunications Association, representing
approximately 300 exchange carriers serving the 23 states west of the Mississippi River
and the island territories of the Pacific Rim. The Alliance’s membership consists almost
entirely of small carriers. many serving fewer than 1.000 customers dispersed over large,
remote service areas
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In many rural and high-cost areas. however. the flat rates charged for local services are
only part of the cost incurred by ratepayers to reach destinations within their local
communities of interest. So. for example. a rural subscriber may pay only $10 per month
for local, flat-rate calling., but may pay twice that or more per month for short-haul toll
calls to the nearest schools. hospitals, local government offices and other destinations that
an urban customer would reach through flat-rate calling. An adequate definition of basic
service would include all calls within a subscriber's community of interest, and an

adequate definition of affordability would include the cost of all such calls, as well.

The problem of subscribership in rural areas suggests that the present Lifeline
program is not reaching the neediest rural resident: . The Western Alliance believes that
the definition of affordable service should take intc: account subscribership and income,
and that support for affordable service for low-inccme subscribers should be achieved
through a more adequate [ ifeline program. The Western Alliance does not, however,
support the inclusion of income levels in the formula for calculation of high-cost
assistance. Preserving the distinction between supnort programs based on subscriber
plant costs, and support programs based on individual need. will avoid undue complexity.
confusion and possible dilution of the effectivenes- of both types of programs.

Schools, Libraries, Health Care Providers

6. Should the services or functionalities eligible for discounts be specifically
limited and identified. or should the discount apply to all available services?

Response to Question 6. Specific functionalities eligible for discounts should be

identified. The Western Alliance urges that onlv the more expensive services be eligible

for discounts. These services would include full motion video. data switching (frame
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relay or ATM), and higher bandwidth lease lines such as DS3s for data. More common
services such as switched voice service, voice mai! services and others should not be
provided on a discounted basis, but should continue to be part of the regular budget of the

entities.

7. Does Section 254(h) contemplate that inside wiring or other internal
connections to classrooms may be eligible for universal service support of
telecommunications services provided to schools and libraries? If so, what is the
estimated cost of the inside wiring and other internal connections?

Response to Question 7. 1t is unlikely that such support will be required. The

Western Alliance member companies have found that teachers, administrators and parents
can successfully install inside wiring and other internal classroom connections. Where
advice and guidance are needed, our member companies provide those services at

nominal cost.

14. If the discounts are disbursed as block grants to states or as direct billing
credits for schools, libraries, and health care providers, what, if any, measures
should be implemented to assure that the funds allocated for discounts are used
for their intended purposes?

Response to Question 14. These grants must be audited regularly by a certified
public accounting firm. and the discount should be applied to tariffed rates and/or rates
determined through competitive bidding. Common carriers should be allowed to bid

using a "special assembly" tariff.

21. Should the Commission use a sliding scale approach (i.e., along a continuum
of need) or a step approach (e.g., the Lifeline assistance program or the national

school lunch program) to allocate any additional consideration given to schools
and libraries located in rural, insular, high-cost and economically disadvantaged

areas”?
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Response to Question 21. The Western Alliance believes that a sliding scale

approach will produce a more equitable result

22. Should separate funding mechanisms be established tor schools and libraries
and for rural health care providers?

Response to Question 22. Yes, a separate funding mechanism should be
established. Schools and libraries are governmental entities and rural health care 1s
generally provided through the private sector. We helieve the incompatibility between

these delivery systems justifies separate funding.

24. Are there other cost estimates available that can serve as the basis for
establishing funding estimate for the discount provisions applicable to schools and
libraries and to rural health care providers”

25. Are there any specific cost estimates that address the discount funding
estimates for eligible private schools?

Response to Questions 24 and 25. These questions cannot be meaningfully

answered until the Joint Board and FCC have ascertained the services to be provided

under the discount program. Once those services have been identified, some of the
demonstration projects previously funded by the N I'TA and RUS may provide useful
information. Similarly. requests for RUS grants alreadv pending. suitably adjusted. may
furnish a reasonable estimate of the pent-up demand that a discount program would need

to accommodate.

Any estimates of the scope of the discount nrogram also must reflect choices
concerning technology. ISDN. for example. is a relatively low-cost technology for rural
areas. followed by T1 transport technology If the program is to support full-motion

video. however, considerably more expensive DS? technology may be required. A cost-
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benefit analysis might show ISDN video, followed bv fractional television technology, to
be more cost-effective than DS3 transport.

High Cost Fund
General Questions

26. If the existing high-cost support mechanism remains in place (on either a
permanent or temporary basis), what modifications, if any, are required to comply

with the Telecommunications Act of 19967

Response to Question 26. None.

27. lf the high-cost support system is kept in place for rural areas, how should it
be modified to target the fund better and consistently with the

Telecommunications Act of 19967
Response to Question 27. The fund is adeauately targeted in rural areas today.

No commenter, in this or any other proceeding, ha- demonstrated that the high-cost fund

has led to abuse or inefficiency by rural telephone -ompanies.

28. What are the potential advantages and disadvantages of basing the payments

to competitive carriers on the book costs of the incumbent local exchange carrier
operating in the same service area?

Response to Question 28. The Western Alliance believes that supports for smaller
carriers -- whether they are incumbents or new entiants -- should be based on actual costs.
There is no reason to assume. however, that the book costs of incumbent carriers are a
guide to the costs incurred by new, competing carriers, who lack the investment
obligations imposed on established telephone companies as carriers of last resort. New
entrants wishing to participate in the universal service svstem should assume the full
panoply of universal service obligations, and should comply with cost reporting
requirements from which their eligibility for high- ost support can accurately be

determined.
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31. If a bifurcated plan that would allow the use ot book costs (instead of proxy
costs) were used for rural companies, how should rural companies be defined?

Response to Question 31. For this purpose rural companies should be defined as

those carriers that are too small for proxy costs to he meaningfully applied. Because of
the widely varying circumstances of individual companies. no precise, completely
reliable threshold for this determination can be identified: but the Western Alliance
believes that proxy approaches should not be applied to any company serving fewer than
50,000 access lines that also meets the criteria for “ rural telephone company’ adopted by
the Congress in the Telecommunications Act of 1096." A bifurcated approach that
applied proxies only to companies above this threshold would avoid causing hardship to

rural ratepayers and would comport with the universal service goals embodied in the

1996 Act.

32. If such a bifurcated approach is used, should those carriers initially allowed to
kc ventually transiti a prox tem or stem of itiv

1dding? If these ¢ i ransitioned from book ¢ how lon |

the transition be? at woul he basis for high-cost assistance to competitors

under a bifurcated approach, both initially and during a transition period?

> 47 U.S.C. Sec. 153(37). In this connection, the Western Alliance notes
Chairman Hundt’s recent suggestion that new approaches to calculation of the fund might
be applied exclusively -- or at least initially -- to the “95% of Americans served by large
carriers.” Speech of Reed Hundt, Chairman, Federal Communications Commission to the
Joint Meeting of the Great Lakes Conference of Public Utilities Commissioners and Mid-
Atlantic Conference of Regulatory Commissioners. July 8, 1996 (prepared text at 9). By
the Western Alliance’s calculation, if one begins with the smallest local telephone
company in the United States -- measured in numbers of access lines in use -- and adds
the access lines served by that company to the number of access lines served by the next
smallest company, and continues the process until 3% of the access lines in the U.S. are
accounted for, the largest company in this group serves fewer than 50,000 access lines.
In other words, the Western Alliance’s proposed, 50,000 access line threshold comports
closely with Chairman Hundt’s view that revised universal service rules might apply. at
least initially, to the “large carriers” that serve 95%. of the nation’s ratepayers.
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Response to Question 32. No proxy method vet proposed will offer a meaningful
substitute for book costs as a means of calculating high-cost supports for which small,
rural and insular companies may be e]igible,; Accordingly. companies initially subject to
book costs under a bifurcated approach should convert to proxy treatment only if changes
in their size and the character of their service areas or further refinement of the proxy
models. make the proxy approach appropriate for those companies. And even after a
company qualifies for proxy treatment. the Comm:ssion should establish a procedure for
prompt consideration of waiver requests from companies that are prepared to demonstrate

that the proxy model does not accurately reflect the cost of serving their ratepayers.

Finally. if the Commission chooses to subjecr small. rural companies to a proxy
model or competitive hidding after a period of transition, the transition period should at
least match the repayment schedules of the loans the rural companies have with the Rural
Utilities Service, COBank. and Rural Telephone F:nance Cooperative, and/or the
depreciation periods established by the local publi. service commission. These loan
repayment and depreciation schedules are based o the continued availability of high-cost
support based on actual costs. and premature implementation of proxies would jeopardize

the viability of rural companies and their ability 1¢ meet these commitments.

High-cost assistance to new local exchange service providers should be based on
actual costs. Where new carriers agree to assume aniversal service obligations and seek

inclusion in the universal service system. the Commission should impose appropriate cost

7 As to the appropriateness of competitive hidding, see Responses to Questions 49
and 51-55, infra.
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reporting requirements from which their eligibility tor high-cost supports can be

determined.

33. If a proxy model is used, should carriers serving areas with subscription
below a certain level continue to receive assistance at levels currently produced
nder the HCF and DEM weightin idies”

Response to Question 33. Whether supports are based on proxies or book costs.

high-cost support for small, rural carriers should continue at levels comparable to those of
the current HCF and DEM weighting programs. rezardless of subscribership levels.
Calculation of support under these programs for rural telephone companies serving fewer

than 50.000 access lines should continue to be based on book costs rather than proxies.

Proxy Modeis

The Western Alliance recognizes that in order to designate, and calculate support
for, eligible telecommunications carriers under the 1996 Act.” it may be necessary to
disaggregate cost information presently maintained on a study area basis into smaller
units such as wire centers or Census Block Groups Disaggregation, however. does not
require the adoption of proxy mechanisms. and the Western Alliance continues to oppose
the application of proxy models to small. rural telenhone companies. The Alliance’s
opposition is based on close study of the models proposed so far, the comments and
information filed in this rulemaking, and participation in industry efforts to refine those
models. Familiarity with those efforts has caused the Alliance to reach the following

conclusions.

* 47 U.S.C. Sec. 214(e)(2).
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First, even those most familiar with the proxy models -- their authors and
proponents -- caution that those models mav work substantial hardship to smaller

. . . . . 5
companies. and recommend their application onlv "o larger companies.” Some
proponents, in fact, go so far as to recommend that proxies only be used with price cap

. ~ . . 6
carriers -- a category that excludes a number of urbanized telephone service areas.

Second, the assumptions and data in the proxy models lump together small
companies displayving widely different cost structures. So, for example. the BCM2 model
assumes uniform distribution of population at anv evel of population density -- an
assumption wildly at odds with many, and perhaps most, real-world service areas.
Similarly, the BCM2 treats all Census Block Grouns below five households per square
mile the same, ignoring the wide variations in cost within this range. in which the
smallest, highest-cost companies are disproportionatelv represented.7 Finally, the models
do not account for differences in vintages of subscriber plant within companies. even
though the average age and amortization ot equipment may be drastically different from
one small company to another.

Third, intensive discussions of the existing models within the industry

have failed to secure agreement on the most hasic ssumptions. and still have

> See, e.g., Comments of NYNEX at 10 (*“The [Benchmark Cost Model] should
only be used to calculate support amounts for price cap (i.e. large) LECs [because] such a
model may not accurately portray the costs of a carrier that serves only a limited or
smaller area, and thus could cause financial harm to small carriers.”) See also MCI
Comments at 11; Comments of US West, Inc. at %: Comments of US West
Communications. Inc. in CC Docket 80-286 at 26

® See, e.g.. Comments of NYNEX. supra at 10

’ See Reply Comments of the Rural Telephone Coalition, n. 33 at 10.
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failed to produce reliable data. While considerable refinement of these models
may be achieved in the coming months and vears. nrogress to date does not justify
application of these models to any but large. nonrural companies. Premature
application of these models to rural carriers will lead to unfair -- even confiscatory

-- results.

34. What, if any, programs (in addition to those aimed at high-cost areas) are

needed to ensure that insular areas have affordable telecommunications service?

Response to Question 34.

To the extent the question is confined to true island areas, the Western Alliance
believes that existing support mechanisms are adequate for all high-cost areas. whether or

not those areas are insular

On the more general question of the adequacy of existing programs for high-cost
areas. the Western Alliance notes that many states may require customers to pay
construction charges if they live too far from the present backbone telecommunication
facilities. These construction charges are a barrier t¢ subscribership and should be
eliminated throughout the country if adequate support can be provided through a high
cost fund. There are many areas of the country that nearby [.LECs are unwilling to serve
because of the high cost These areas need to be reviewed to find out why they are not
being served even though the present universal service fund is meant to provide service to

these regions.

35. US West has stated that an industry task force "could develop a final model
process utilizing consensus model assumptions and input data," US West

nts at 10, mment on West's statement, discussing potential legal

issues and practical considerations in light of the requirement under the 1996 Act
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that the Commission take final action in this proceeding within six months of the

Joint's Board's recommended decision.

Response to Question 35. The Western Alliance has participated in the NECA

Mayflower Group. the NECA Proxy Group and the USTA Proxy Group, and believes
that US West has overstated the potential for consensus within these groups. Participants
in these discussions continue to disagree concerning the computational model to be
adopted and the criteria that a successful model wi'l meet

36. What proposals, if any, have been considered by interested parties to
harmonize the differences among the various proxy ¢ost proposals? What results
have been achieved”

Response to Question 36. Attempts have been made to cure the deficiencies of

individual models by combining their stronger features. but no such model has
demonstrated accurate results when applied to smaller. rural carriers. Participants still are
unable to secure accurate data or agree as to the feutures of a model that will vield

meaningful results.

37. How does a proxy model determine costs for providing only the defined

universal service core services?
Response to Question 37. This question cannot be answered until a method 1s

found for generating accurate, total company resul*s on a proxy basis. Once such a model
1s available. the method of generating results for particular services or groups of services

can be explored.

38. How should a proxy model evolve to account for changes in the definition of

core services or in the technical capabilities of various types of facilities?

Response to Question 38. See Response t¢ Question 37.

40. If a proxy model is used, what, if any, measures are necessary to assure that urban

rates and rates in rural, insular, and high-cost areas are reasonably comparable, as
required in Section 254(b)(3) of the 1996 Act?

Western Alliance August 2. 1996 I



Response to Question 40. Intrastate rate relationships should remain an area of

state responsibility. subject to the requirements ot the 1996 Act.

41. How should support be calculated for those areas (e.g.. insular areas and
Alaska) that are not included under the proxy model”

Response to Question 41. Support for companies not included in the proxy model

should be calculated according to the present rules

42. Will support calculated using a proxy model provide sufficient incentive to
support infrastructure development and maintain quality service?

Response to Question 42. The proxv models presently under consideration will
not provide rural companies with sufficient incentives to maintain, expand and modernize
their infrastructures. Uinder the present system. intrastructure investment is reflected in
USF settlements after two years. In the BCM2 and other proposed proxy models.

infrastructure investment is not directly reflected 11 increased funding.

45. Is it appropriate for a proxy model adopted by the Commission in this
proceeding to be subject to proprietary restrictions. or must such a model be a

publi¢c document?

not be available for public review?
Response to Questions 45-46. Use of proprietary data may be essential to the

development of accurate proxy data, and such proprietary information must enjoy
appropriate protection. The Commission should consider this question in the context of
the pending inquiry conerning the Commission’s treatment of proprietary and
competitively sensitive information.

Competitive Bidding

49. How would high-cost payments be determined under a system of competitive
bidding in areas with no competition?
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Response to Question 49. The Western Alliance strongly questions the ability of

any system of competitive bidding to serve the public interest and achieve the universal

service goals of the 1996 Act

One difficulty with competitive bidding is the inability of even the best-informed,
most conscientious bidder to anticipate the cost of nroviding universal service. For
example. under today’s rules. if a company's subscriber loop cost is greater than twice the
nationwide average. the local jurisdiction will receive a local rate requirement somewhere
between 160 and 170% of the nationwide average [f the support for universal service is
reduced for this carrier. the local rate requirement will of course move above 160% of the
nationwide average. UInder these circumstances. assume that a new entrant bids for
universal service support in the belief that its average loop cost will be three times the
national average. then receives a request for servic: from a customer who will impose
service costs of 14 times the national average !niess the new entrant is adding a
sufficient number of low-cost customers to offset the costs that the new customer would
impose, the temptation to deny service to the more costly customer will be strong. As
this example demonstrates. competitive bidding, however great its theoretical appeal, will

not solve the long term universal service problen:

51. What, if any, safeguards should be adopted to e¢nsure that large companies do

not bid excessively low to drive out competition”

Response to Question 51. The Commission might consider application of a proxy
model to set a lower limit of reasonableness for universal service bids. Such a model,

however, could do no more than screen some of the more irresponsible bids. 1t could not

s
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correct for the inherent. and ultimately fatal. weaknesses of competitive bidding in the
universal service context. {See Response to Question 49.)

52. What safeguards should be adopted to ensure adequate quality of service
under a system of competitive bidding”
Response to Question 52. See Response t¢ Question 51. Ultimately, no

regulatory safeguards can ensure. in advance. that « new entrant to a rural service area
will provide adequate quality of service.

53. How is collusion avoided when using a competitive bid”
Response to Question 53. Reasonable auction procedures. such as those adopted

by the FCC in the PCS spectrum auctions. will minimize opportunities for collusive
bidding. No system. however, can entirely preven' such practices.

54. Should the structure of the auction differ if there are few bidders? If so, how?

Response to Question 54. If the number 0! bidders is inadequate to ensure a
meaningful auction, then the auction should not be held and the incumbent should remain
the only carrier eligible for universal service suppcrts  Competitive bidding only has
meaning if there is a sufficiently large pool of bidders who can play an active role in the
bidding process. One needs a pool of competitive hidders, perhaps 20 in size with at least
5 bidding in each round. if the process is to produce a meaningful result.

1d the Commission determine the size of't as within which
eligible carriers bid for universal service support? What is the optimal basis for

determining the size of those areas, in order to avoid unfair advantage for either
the incumbent local exchange carriers or competitive carriers?

Response to Question 55. If competitive b:dding is instituted the 3% most rural

companies should not be included in the process
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Benchmark Cost Model (BCM)

56. How do the book costs of incumbent local exchange carriers compare with
the calculated proxy costs of the Benchmark Cost Model (BCM) for the same

areas”’
Response to Question 56. As a number of commenters in this proceeding have

demonstrated, proxy models produce results that are comprehensively inaccurate, even
for large companies.8 While larger. price-cap comnanies can average the effects of these
systematic inaccuracies over a wide range of service environments. smaller companies
have no such opportunity. Accordingly, proxies should at most be applied as part of a
system of bifurcated regulation, under which companies serving fewer than 50,000 access

lines continue to receive supports based on actual -osts

LC/CCLC

69. If a portion of the CCL charge represents a subsidy to support universal
service, what is the total amount of the subsidy? Please provide supporting

evidence to substantiate such estimates. Supporting evidence should indicate the
cost methodology used to estimate the magnitude of the subsidy (e.g., long-run
incremental, short-run incremental, fully-distributed.

Response to Question 69. A minimum ot "2 hillion dollars of high cost support

is contained with the CCl charges. This amount represents the differential between the
$6 SLC originally proposed by the Commission. and the $3.50 SI.C ultimately adopted
for residential access lines  The total urban 1o rural subsidy is between 8 and 10 billion
dollars.” It is our understanding that a carrier common line charge of' $5 per access line

would cover the total ("l subsidy. A USTA proposal appears to have made that

¥ Comments of Southwestern Bell Telephcne Company at 14-16.

’ MCP’s estimates. using the Hatfield Model. give this figure. Preliminary NECA
calculations under the BCM2 Model, however. vield an expense adjustment at the Census
Block Group level of $6 963 billion.
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calculation. However. there is in many states a comparable SLC associated with carrier
common line charges. so that the true value of a SI (" would most likely be substantially
higher: for example. in the $10 range in Arkansas. and in the $14 range in Alaska.

Low-Income Consumers

71. Should the new universal service fund provide support for the Lifeline and

Linkup programs. in order to m those subsidi stechn ogically and

competitively neutral? If so, should the amount of the lifeline subsidy still be
tied, as it is now, to the amount of the subscriber img charge”

Response to Question 71. As noted in the Responses to Questions 1 and 2, some

accommodation should he made in the Lifeline program for short haul toll charges in

rural, insular and high-cost areas.

Administration of Universal Service Support
72. Section 254(d) of the 1996 Act provides that the Commission mgy xempt

iers fr ributing to th rt of universal service if their ion woul
be :de minimis." The conference re indicates that "[t]he confer in end that this
authority would only be used in cases where the administrative cost of collectin
contributions from a carrier or iers would exceed the contributions selected by the
Commission." What levels of administrative costs should be expected per carrier under
the various methods that have been proposed funding (e.g.. gross revenues net of
payments to other carriers, retail revenues. etc.)’
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Response to Question 72. The collection ot funds from carriers should not be a
major problem. Each carrier should be responsible for hiring certified public accounting
firms to prepare audits regarding their revenues and the amount of money owed by such
carriers would be based on these CPA reports. Companies not able to provide these
reports should not participate in any universal service tunding program.

Respectfully submitted.

By: 1./ ~

P 7
Chdrles H. Kennédy S

MORRISON & FOERSTER., LLP
2000 Pennsylvania Avenue, N.W.
Washington, D.C. 20006
I':lephone: (202) 887-1500

Attorney for the Western Alliance

August 2, 1996
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*Commissioner Susan Ness

Federal Communications Commission
1919 M Street, N.W. - Room 832
Washington, D.C. 20554

*Larry Povich

Federal Communications Commission
2033 M Street, N.W. - Room 500
Washington, D.C. 20554

Vice Chairman Kenneth McClure
Missouri Public Service Commission
301 W. High Street. Suite 530
Jefferson City, MO 65102

Chairman Sharon L. Nelson
Washington Utilities and Transportation
Commission

P.O. Box 47250

Olympia, WA 98504-7250

dc-43691

*Deborah Dupont, Federal Staff Chair
Federal Communications Commission
2000 L. Street, N.W. - Room 257
Washington. D.C. 20036

*Mark Nadel

Federal Communications Commission
1919 M Street, N.W. - Room 542
Washington. D.C. 20554

* Jeanine Poltronieri

Federal Communications Commission
2000 1. Street, N.W. - Room 257
Washington. D.C. 20036

*Jonathan Reel

Federal Communications Commission
2000 1, Street. N.W. - Room 257
Washington. D.C. 20036

*Gary Seigel

Federal Communications Commission
2000 1. Street, N.'W. - Room 812
Washington. 1D.C. 20036

*Pamela Szymczak

Federal Communications Commission
2000 L. Street, N.W. - Room 257
Washington, D.C. 20036

*Whiting Thayer

Federal Communications Commission
2000 L Street, N.W. - Room 812
Washington. D.C. 20036



Debra M. Kriete

Pennsylvania Public Utilities Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

Mark Long

Florida Public Service Commission
2540 Shumard Oak Blvd.

Gerald Gunter Building
Tallahassee, FL 32399-0850

Samuel Loudenslager

Arkansas Public Service Commission
P.O. Box 400

Little Rock, AR 72203-0400

Sandra Markeff

lowa Utilities Board

Lucas State Office Building
Des Moines, IA 50319

Phillip F. McClelland
Pennsylvania Office of Consumer
Advocate

1425 Strawberry Square
Harrisburg. PA 17120

Michael A. McRea

D.C. Office of the People’s Counsel
1133 15th Street, N.W.. Suite 500
Washington. D.C. 20005

Terry Monroe

New York Public Service Commission
Three Empire Plaza

Albany, NY 12223

Commissioner Laska Schoenfelder

South Dakota Public Utilities Commission
500 E. Capital Avenue

Pierre, SD 57501-5070

dc-43691

*Alex Belinfante

Federal Communications Commission
203% M Street, N.W .- Room 500
Washington. D.C. 20554

Paul . Pederson, State Staff Chair
Missouri Public Service Commission
P.O Box 360

Truman State Office Building
Jetferson City. MO 65102

Eileen Banner

[daho Public Ultilities Commission
P.O Box 83720

Boise. 1D 83720-0074

Charles Bolle

South Dakota Public Utilities Commission
500 E Capital Avenue

Pierre. SD 57501-5070

[.orraine Kenyon

Alaska Public Utilities Commission
1016 West Sixth Avenue, Suite 400
Anchorage, AK 99501

Lee Palagyi

Washington Ultilities and Transportation
Commission

P.C Box 47250

Olvmpia. WA 98504-7250

James Bradford Ramsay

National Association of Regulatory
Utilities Commissioners

121 Constitution Avenue, N.W.
Washington. D.C. 20423

Brain Roberts

Califorma Public Utilities Commission
505 Van Ness Avenue

Sar Francisco, Ca 94102-3298



Philip F. McClelland

Pennsylvania Office of Consumer
Advocate

1425 Strawberry Square

Harrisburg, PA 17120

Martha Sprint Corp.. Hogerty

Public Counsel for the State of Missouri
P.O. Box 7800

Harry Sprint Corp. Truman Bldg., Rm. 250
Jefferson City. MO 65102

*By Hand Delivery

dc-43691

Lorraine Keyon

Alaska Public Utilities Commission
1016 West Sixth Avenue

Suite 400

Anchorage, AK 99501
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Kimbefg E. Thomas




